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All values in Canadian $ Millions 
and represent period averages KEY ECONOMIC INDICATORS 
unless otherwise indicated. 

ACTUAL ACTUAL PERCENT FORECAST PERCENT 
INDICATOR 1987 1988 CHANGE 1989 CHANGE 


OUTPUT, PRODUCTION, EMPLOYMENT a 
GDP (Current Prices, C$ Billion) 549.7 598.6 ‘ 644.4 
GDP (Constant 1981 C$ Billion) 424.1 443.4 ; 456.7 
Industrial Production 

(Constant 1981 C$ Billion) 107.4 113.9 N.A. 
Private Investment 

(Constant 1981 C$ Billion) 86.2 ; 102.6 
Unit Labor Costs In Mfg. 1/ 121.0 ‘ j N.A. 
Wage Settlements (%) 2/ 4.1 ‘ N.A. 
Employment (000's) 11,955 12,600 
Avg. Unemployment Rate (%) 8.9 . 
Housing Starts (SAAR, 000's) 246 : 200 


MONEY AND PRICES 
Exchange Rate: 1 C$ = US ¢: 75.43 ; 83.00 
Interest Rates: 
Bank of Canada Rate 3/ 8.66% A. 
Chartered Bank Prime Rate 9.75% é 13.00% 
Price Indices: 
All-Items Consumer Price 
Index (1981=100) 138.2 : 4.1 
Industrial Product Price 
Index (1981=100) 4/ 122.8 ; 4.2 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 
(US$ Millions) 16,197 
Balance of Payments (C$ Billion) 
Current Account Balance ; -11.3 
Merchandise Trade Balance ‘ 9.6 
Nonmerchandise Balance 5/ ‘ -20.9 
Merchandise Exports : 137.1 
(U.S. % Share of Total) (74%) 
Merchandise Imports ‘ 127.5 
(U.S. % Share of Total) (69%) 
Travel Receipts : 6.9 
(U.S. % Share of Total) (62%) 
Travel Expenditure 
(U.S. % Share of Total) 


Main Imports from the U.S. (1988) (C$ billions): Automotive vehicles and parts, 27.5; 
communications and electronic equip., 8.0; industrial machinery, 6.5; equipment & tools, 
6.0; chemical products, 5.0; aircraft & parts, 3.0; agricultural machinery, 1.5. 


Footnotes: 1/ Index of labor income per unit of output (1981 = 100). 
2/ Compound average annual increase in base rates (%). Wage settlements in 
all industries, all agreements. 
/ Actual rate at end of year. Floating rate set 25 basis points above 
91-day. treasury bill tender rate. 
Essentially a producer price index. 
/ Includes services, transfers, and investment income. 


Sources: Statistics Canada; Bank of Canada Review; Conference Board of Canada. 





SUMMARY 


The year 1988 marked the sixth in a row that Canada held its position as one 
of the strongest economies in the OECD. Fuelled by strong investment in plant 
and equipment, Canada's economy grew by 4.5 percent. This performance not 
only surpassed 1987's growth rate of 4 percent, but was the highest rate since 
1985. Strong corporate profits, high rates of capacity utilization, and 
energy-related projects helped generate an 11.9 percent increase in spending 
on nonresidential construction, while investment in machinery and equipment 
soared by 21.6 percent. Consumer expenditures increased by 4.3 percent in 
1988, down only slightly from 4.7 percent in 1987, in part because of lower 
personal income tax withholding rates that went into effect in mid-1988. 
Employment grew by 3.3 percent, and the unemployment rate dropped from 8.9 
percent in 1987 to 7.8 percent in 1988. Federal outlays increased by 3.1 
percent in real terms, up from an increase of 1.3 percent in 1987. Some 
apparent relaxation of spending restraints prior to the federal election in 
November 1988 was seen as a major reason for the increase. The federal 
government also continued to pursue privatization of Crown corporations such 
as the partial privatization of Air Canada in 1988. 


On the external side, Canada's merchandise trade surplus narrowed to US$7.8 
billion in 1988 from US$8.3 billion in 1987, due primarily to very strong 
capital goods-related imports outpacing strong exports. The nonmerchandise 
trade deficit increased to US$17 billion in 1988 from US$16.3 billion in 1987 
because of higher dividend and interest payments. In the capital account, the 
dramatic growth of capital inflows (mostly into bonds and Government of Canada 
paper) reflected confidence in the Canadian economy and Canada's interest and 
exchange rate policies. This situation is likely to continue as attractive 
interest rate differentials and favorable expectations regarding economic 
policies and the U.S.-Canada Free Trade Agreement (FTA) encourage investment 
flows and support demand for Canadian dollars. The Canadian dollar closed the 
year at 83.86 US¢ and had an average closing rate of 81.24 US¢ for all of 
1988, compared to the average 1987 rate of 75.43 US¢. The stock of Canadian 
foreign direct investment abroad increased to US$49.2 billion in 1988, 43 
percent of which was located in the United States. U.S. investors accounted 
for 69 percent of the US$89.6 billion stock of foreign direct investment in 
Canada in 1988. 


Inflationary pressures and higher interest rates in 1988 somewhat dampened 
consumer willingness to further draw on savings or increase debt in order to 
make major purchases. One result was reduced consumer spending on housing and 
related durable goods in the second half of 1988, and a concomitant leveling 
off in residential investment for the year. However, housing starts, at an 
annual rate of over 222,000, were still high by historical standards even 
though they declined by 9.5 percent from 1987. The slower economic growth 
that emerged in the second half of 1988 is expected to continue in 1989, and 
Canadian forecasters expect that the real economy will expand by no more than 
3 percent. Inflation, which dropped to 4.1 percent in 1988, is expected to 
accelerate to perhaps as high as 5 percent in 1989. Interest rates are 
forecast to remain relatively high, discouraging consumer and private sector 
investment spending. 


In the energy sector, uncertain prospects for oil prices, a strong Canadian 
dollar, and the phaseout of government incentives for exploration and 
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drilling spell little improvement in conditions in the near term. Some 
industry observers suggest that the level of investment in the energy sector 
may fall in 1989 by as much as 20 percent from the level reached during the 
partial recovery in 1988. Prospects for natural gas sales remain more 
promising than for oil. There is, as well, the prospect of federal and 
provincial funding over the medium term for energy “megaprojects" in 
Newfoundland, Saskatchewan, Alberta, and British Columbia. Funding could be 
affected, however, by ongoing efforts to control the federal deficit. 


Responding to uncertainties in the energy sector as well as higher interest 
rates, nonresidential investment should contract slightly in 1989. However, 
the contraction could be partially offset by some additional auto plant 
expansion and modernization generated by high rates of capacity utilization. 
Residential construction is also forecast to decline. The growth rate of 
merchandise imports will be affected by the slower growth of business 
investment. The economic slowdown expected in 1989 may reduce job creation 
and expansion of the labor force. Thus, the unemployment rate is expected to 
remain around the 1988 rate of 7.8 percent. 


CANADIAN ECONOMIC POLICIES 


Trade Agreement with the United States 


The United States and Canada concluded an historic, comprehensive trade 
agreement on October 3, 1987, which entered into force on January 1, 1989. 

The Free Trade Agreement (FTA) aims to remove barriers to trade and investment 
for many industrial, agricultural, and service sectors. Individual tariffs 
will be rolled back in one of three schedules (immediate, five-year, and 
ten-year). The FTA raises the threshold value for Canadian Government review 
of foreign investment and prohibits most investment-related performance 
requirements such as those pertaining to local content. It removes various 
restrictions on U.S. financial institutions in Canada. Finally, the FTA 
establishes a new dispute settlement mechanism for trade-related 
disagreements, including dumping and countervail, and a consultative mechanism 
to deal with issues in the financial sector. 


Tax Reform 


In September 1988, Parliament approved legislation implementing the first 
stage of Canadian federal tax reform and giving final legal sanction to 
changes in the federal tax structure that were introduced in January 1988. 

The changes lowered personal and corporate tax rates and eliminated or reduced 
exemptions in favor of tax credits. Thus, they were similar in overall thrust 
to the U.S. Tax Reform Act of 1986. The reform brought Canadian personal and 
corporate income tax rates more into line with comparable U.S. rates and 
reduced or eliminated many of the distortions in the former income tax system. 


The next stage in the government's tax reform program is replacement of the 

existing inefficient and complicated manufacturers’ sales tax with a National 
Sales Tax (NST). The federal government would have preferred to introduce an 
NST jointly with the provinces, effectively combining a uniform federal sales 
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tax with variable provincial sales taxes, with both applied to a common and 
comprehensive base. In the absence of provincial cooperation, the federal 
government has moved on its own. Its schedule calls for tabling of 
legislation in the fall of 1989 and implementation in January 1991. 


Fiscal Policy 


The federal government has made some progress since 1984 in reducing the 
federal deficit and decreasing the role of government in the economy. The 
federal government succeeded in cutting its deficit from C$38.3 billion in 

FY 1985 to C$29 billion in FY 1988, or from 7.7 percent to approximately 4.7 
percent of gross domestic product (GDP). However, federal debt is growing 
faster than the overall economy. Debt-service payments are absorbing an 
increasing share of federal revenues, in part due to the effect of higher 
interest rates. Consequently, many economists view the federal deficit as the 
most pressing problem facing Canadian fiscal policymakers. Finance Minister 
Michael Wilson has stated that how Canada deals with the debt problem, not 
just as a government but as a society, will be vital in determining the future 
well-being of the country. 


Exchange Rate and Monetary Policy 


The Bank of Canada is maintaining an anti-inflationary monetary stance in 
1989. Rising inflationary pressures and relatively firm monetary restraint 
have influenced a rise in interest rates in recent months. The chartered 
banks' prime rate increased to a five-year high of 13.5 percent by mid-March 
1989. The authorities intervened in the foreign exchange market throughout 
1988 to absorb some of the substantial demand for the Canadian dollar that was 
stimulated by the relatively large premium yields on Canadian dollar assets 
and by confidence in Canadian economic policies and performance. The result 
was an increase during the year of US$8.2 billion in Canada's official foreign 
reserves, to a record level of US$16.2 billion in December 1988. Despite this 
substantial official “leaning against the wind," the Canadian dollar 
appreciated by 7.7 percent in 1988. Helped by the confidence inspired by the 
reelection of the Tories in November 1988 and ratification of the Free Trade 
Agreement the next month, the Canadian dollar rose further, to a seven-year 
high of 84.85 US¢ in mid-February 1989. Concern over Canada's fiscal deficit 
may prompt some easing of the Canadian dollar in the short term. However, 
given perceived inflationary pressures and related firmness in interest rates, 
as well as the anticipated benefits of the FTA, the Canadian dollar is 
expected to remain relatively firm in 1989. 


Financial Regulatory Reform 


Several foreign securities firms were permitted to open offices in Canada in 
1988, and selected foreign banks were authorized to establish securities 
subsidiaries. The liberalization of the securities industry by the province 
of Ontario and federal banking authorities resulted in most of the large 
Canadian banks acquiring major Canadian investment dealers. The banks and 
other financial firms positioned themselves for anticipated expansion of 
functions permitted to specific types of institutions and for elimination of 
barriers between banks, trust companies, and insurance companies. Although 
proposed reform of the federal trust and loan law bogged down in 1988, the 





EE ies 


federal government is expected to bring forward amendments in 1989 to both the 
trust and loan company statute and the legislation governing insurance 
companies. The reform process received some stimulus in early 1989, when the 
Minister of Finance supported a proposed application from American Express for 
a bank license. Opposition from Canadian banks prompted the federal 
government to postpone effective action on American Express for one year, 
while still reiterating its approval in principle of a bank license. Directly 
related to the American Express case, the Finance Minister promised to press 
forward with financial regulatory reform in 1989, including revisions to the 
Bank Act, in addition to updating other relevant legislation. The FTA went 
into effect on January 1, 1989, eliminating federal restrictions on U.S. 
banks' share of the market and on the acquisition of Canadian insurance 
companies and trust and loan companies by U.S. firms. 


Overview of Canadian Business Prospects 


Although economic growth is generally projected by Canadian economists to slow 
down somewhat in 1989, opportunities for U.S. exports and investment in the 
Canadian market remain good. Both the lower tariffs of the FIA and 
appreciation in 1988 of the Canadian dollar have enhanced price 
competitiveness of U.S. exports vis-a-vis domestic and third country 

products. U.S. statistics show that U.S. merchandise exports to Canada (on a 
customs basis) increased by 18 percent in 1988 to US$68.7 billion, from 
US$59.3 billion in 1987. The chief merchandise exports in 1988 were motor 
vehicle and tractor parts, passenger cars, internal combustion engines and 
parts, trucks and special purpose motor vehicles, office machinery/ADP 
machines and parts, aircraft, spacecraft and related equipment, electronic 
components and parts, synthetic resins and rubber and plastic materials, 
electrical machinery and apparatus, and measuring/checking instruments. Al] 
regions in Canada provide excellen.s markets for U.S. exports. The province of 
Ontario provides the largest market, followed by Quebec. These two provinces, 
Known collectively as Central Canada, comprise approximately 85 percent of the 
market for the export of U.S. merchandise to Canada. Outside Central Canada, 
U.S. merchandise exports to the Prairie provinces and British Columbia rose by 
over 10 and 20 percent in 1988, respectively, and exports to the Atlantic 
provinces increased by over 15 percent. 


REGIONAL ECONOMIC AND COMMERCIAL OUTLOOK 
Central Canada 


Ontario, with Canada's largest and most diversified provincial economy, 
appears set for its seventh consecutive year of economic growth, albeit at a 
slower pace than in the previous two years. Canadian economists generally 
project real growth in the 2.5 - 3 percent range for 1989, down from 4.5 
percent in 1987 and 1988. Unemptoyment in Ontario in 1989 will likely remain 
unchanged at 5 percent. Ontario's inflation rate is expected to be around 5 
percent in 1989 due to a tight labor market and rising housing costs. The 
main engine of growth for the Ontario economy during 1989 will again be 
business investment, although at a slower rate than in 1988 (9 percent vs. 17 
percent in 1988). High capacity utilization rates (over 86 percent on 
average) suggest that businesses will continue to invest in expanded plant 
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capacity. Automobile production, the largest single component of Ontario's 
total manufacturing output, will probably decline somewhat in 1989, as 
consumer spending on big-ticket items in Canada and the United States slows 
down. Housing starts in Ontario are estimated to drop to 80-85,000 in 1989 
from 98,000 in 1988. Most forecasts call for a "soft landing" rather than a 
sharp downturn for the Ontario economy towards the end of 1989. There are, 
however, some elements of uncertainty that could alter the picture. Ontario 
has a trade-oriented economy. If U.S. economic performance in 1989 is 
significantly better or worse than expected, Ontario will immediately feel the 
impact. Rising interest rates could depress business investment, consumer 
spending, housing starts and auto sales. 


Prospects for U.S. Business in Ontario 


The United States is Ontario's major trading partner, accounting for over 84 
percent of total trade and nearly 90 percent of Ontario's global exports. For 
1988, total trade between the United States and Ontario was approximately 
C$100 billion. The FTA has built on this commercial bond, strengthening and 
enhancing business opportunities. U.S. companies enjoy excellent markets in 
Ontario for computers and computer peripherals, CAD/CAM technology and 
robotics, telecommunications, medical equipment and biotechnology, and 
hardware. There is an ongoing demand for automotive, truck, bus, and building 
products. One of the best ways for U.S. companies to enter the Canadian 
market or to expand existing operations is through the support of the U.S. 
Foreign Commercial Service (FCS). FCS Toronto organizes and supports a wide 
range of programs, including fairs, seminars, and catalogue shows, and 
provides basic market research and counseling for U.S. firms. For 1989 and 
1990, FCS Toronto will be sponsoring programs in the computer, CAD/CAM, 
robotics, medical, machine tool, high technology, and hardware sectors. For 
more information on participating in these or other FCS programs, please 
contact: U.S. and Foreign Commercial Service, U.S. Consulate General, 480 
University Avenue, Suite 602, Toronto, Ontario M5G 1V2; Telephone (416) 
595-5413. 


Prospects for U.S. Business in Quebec 


Following 5 percent growth in 1987 and 1988, Quebec's economy in 1989 is 
expected to match the national growth rate of just under 3 percent . As in 
most other parts of Canada, slower growth in the United States and higher 
interest rates are major factors in the projected slowdown in Quebec's 
performance. Nevertheless, business investment will remain strong, due to the 
influence of high capacity utilization rates, strong corporate profits, and 
the FTA. Nonresidential construction is projected to increase by 11 percent 
in 1989, compared to 17 percent in 1988. The second phase of the James Bay 
hydroelectric project alone will add C$2.2 billion in investment in 1989 and a 
further C$3 billion in 1990. This C$7.5 billion project is the second ina 
series of hydroelectric installations in northwestern Quebec geared to the 
export of electricity to the United States. Offsetting the stronger 
investment picture are much weaker performances in residential construction, 
manufacturing, mining, and utilities. Quebec's unemployment rate is expected 
to edge down to around 9 percent from 9.4 percent in 1988 on the strength of 
projected 3.5 percent growth in the province's service sector. 


Although Quebec's economic growth rate is expected to slow over the course of 
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1989, many of its industrial sectors will continue to absorb and demand more 
imported products and services from the United States. Because of the growing 
economic incentives offered by the Quebec government to industrial firms to 
modernize, expand, increase exports, and retrain employees, -there will be a 
demand for U.S. products, particularly hi-tech products and equipment, and 
advanced materials. U.S. suppliers of electronic components and electronic 
test, production and packaging equipment will find a lucrative market. In 
Montreal, the U.S. Consulate General's Commercial Section is promoting a U.S. 
Industry Catalogue Exhibition at the 1989 Canadian High Technology Show in 
Montreal (April 25-26) that will help U.S. electronic equipment/service firms 
take advantage of the estimated C$2 billion electronics market in Quebec. In 
September 1989, a medical equipment and supplies matchmaker mission will visit 
Montreal and Toronto to take advantage of the growing need of hospitals and 
clinics in Eastern Canada, and Quebec in particular, to modernize facilities 
and update equipment. 


Prairie Provinces and the West 


Alberta's economy grew by 7 percent in 1988, the strongest performance of any 
Canadian province or territory. For the past two years, Alberta's economic 
recovery has been led by exports and nonresidential construction. In contrast 
to Saskatchewan and Manitoba, Alberta was relatively unscathed by the 1988 
drought. In 1989, economic growth is projected to slow to the lower 

2 percent range due to limited export gains and falling energy investment. 

Oil and gas drilling activity may fall by over 10 percent in 1989 as investors 
demonstrate caution in the current oil price environment. The Alberta economy 
may pick up some momentum in 1990, provided there is a rise in oil] prices and 
work on the OSLO oi] sands project proceeds without any cutback in federal 
funding. Employment is projected to grow by less than 2 percent in 1989, 
following a 3.5 percent increase in 1988. Consequently, the unemployment rate 
should remain at the 1988 level of 8 percent. Housing starts are projected to 
decline by around 0.5 percent in 1989, following a 9.2 percent increase in 
1988. Inflation is expected to rise to around 4 percent from 2.8 percent in 
1988. 


Manitoba has the most diversified industrial base of the prairie provinces, 
which gives it considerable economic stability. This was true in 1988, when 
large declines in agriculture and hydroelectric power due to the drought were, 
in part, offset by strong performances in mining and manufacturing. Real GDP 
growth in Manitoba, nonetheless, narrowed to 0.8 percent in 1988 from 1.4 
percent the previous year. A return to more normal weather patterns in 1989 
would permit a recovery in grain output and a consequent increase in consumer 
spending, which would in turn boost the impetus for real GDP growth above 3 
percent. On the downside, higher interest rates would retard the anticipated 
increase in consumer spending. Housing starts are expected to continue to be 
sluggish. The winding down of construction activity on the Limestone Hydro 
project also will dampen economic activity. Several major projects are being 
considered for Manitoba in 1989. The province is competing with Quebec to 
become the site of a large aluminum smelter. In addition, an upgrade of the 
existing Flin Flon smelting operation and a C$500 million potash mine also are 
under consideration. Inco Ltd. has announced plans to spend C$100 million to 
expand its nickel mining operations in northern Manitoba. The province is 
hoping to sell a paper mill that it owns and encourage the new owner to expand 
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operations. In 1989, inflation is projected to rise to around 4.3 percent 
from 4 percent in 1988. Manitoba's unemployment rate is forecast to drop to 
roughly 7.5 percent from 7.8 percent in 1988. 


A drastic drop in wheat production in 1988, due to the drought, caused 
Saskatchewan to record a negative 4.3 percent growth rate. In 1989, good 
winter snows and increased demand for oilseeds should combine with favorable 
prices to push the province's rate of growth to well over 4 percent. While 
oil exploration is anticipated to decline in 1989, natural gas drilling is 
projected to remain strong. Natural gas production rose by 40 percent in 
1988, while potash production increased by 14 percent. Exploration for 
uranium and gold also were positive factors in 1988 and should continue to be 
strong in 1989. Millar Western Industries is considering building a C$250 
million pulp mill. Employment is expected to grow by over 2 percent in 1989, 
causing the unemployment rate to drop from 7.4 percent in 1988 to about 7.2 
percent. Retail sales should increase by over 5 percent in 1989 from 4.2 
percent in 1988. The provincial inflation rate is expected to drop to under 
4 percent in 1989 from 4.5 percent in 1988. Major question marks remain over 
Saskatchewan's economic prospects are: the effect of higher interest rates on 
farmers' cash flow needs, the actual size of the federal government's annual 
agriculture assistance package, and weather conditions. 


Reflecting the national trend, economic expansion in British Columbia (B.C.) 
is forecast to decline from the 4 percent level achieved in 1988 to a still 
relatively strong 2.9 percent in 1989. Construction is expected to lead 
growth, while forestry will probably lag. Higher domestic demand for housing 


is forecast to push growth in construction output to around 8 percent in 
1989. Residential housing activity in 1989 is expected to continue at the 
Same pace registered in the last two years, as sales of new houses, especially 
condominiums, remain very high and inventories are low. Nonresidential 
construction is expected to expand at a steady pace over the next two years. 
Increases in mining capacity and office buildings will be the largest source 
of growth over the short-run. This increase should allow for a more even 
distribution of growth between goods-producing and service-producing 
industries. Forestry output will continue to stagnate in 1989, as U.S. 
housing starts contract. Wood exports fell significantly in 1988 for the 
first time in two years, and further quarterly declines are expected until 
mid-1989. In the last two years, the pulp and paper industry led British 
Columbia's economy. Over the next two years, the industry is expected to be 
characterized by softening demand. Inflation is forecast to increase to 
around 4.3 percent in 1989 from 3.6 percent in 1988. The provincial 
unemployment rate is forecast to be just over 10 percent in 1989, little 
changed from 1988. 


The expansive Northwest Territories are home to only about 52,000 people, 
about half of whom are of native origin. Economic output in 1988 was valued 
at about C$2 billion. Over 40 percent of that is represented by the budget of 
the territorial government, which, in turn, is heavily subsidized by the 
federal government. Mining and energy production are the largest industries. 
Capital investment fluctuates with the prices of the region's major resources 
-- oi], gas, gold, silver, zinc, lead, and uranium. The government of the 
Northwest Territories is trying to promote tourism, import substitution, and 
infrastructure development. 
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Prospects for U.S. Business in the Prairies and B.C. 


While economic growth in the Prairie provinces continues to be uneven, there 
are specific areas in each province offering good opportunities for U.S. 
firms. In Alberta, new pulp, paper, and lumber projects provide openings for 
U.S. suppliers. The Forestry Trade Show in Edmonton, scheduled for October 
25-26, 1989, is a good vehicle to get a feel for this market. Tourism in 
Alberta is also seen as a growing industry, representing opportunities for 
U.S. manufacturers of both sporting and hotel/restaurant equipment. The local 
equine industry, estimated to be valued at over C$1 billion, has shown 
considerable interest in U.S. products. U.S. suppliers in this field are 
invited to join the U.S. Pavilion and Catalogue Show in the "“Equi-Fair," 
September 6-10, 1989 in Calgary. Alberta is successfully diversifying its 
economy into apparel and electronics, and U.S. suppliers should find growing 
markets in these areas. A developing demand for more Canadian gas in the 
United States has spurred numerous plans for an expanded network of pipelines, 
including a potential C$6 billion Arctic project linking the McKenzie River 
Delta with the United States. While oil exploration and rig utilization have 
dropped to very low rates and oi] producers’ revenues fell by more than 10 
percent in 1988, the Alberta oi] patch maintains a sense of optimism and 
continues to be worthy of attention. U.S. suppliers should plan to 
participate in Calgary's National Petroleum Show in June 1990. Manitoba is 
also attractive to U.S. exporters in certain areas. Winnipeg's efforts to 
emulate Minneapolis as a medical center support a market for the latest in 
medical equipment and supplies, including noninvasive equipment such as 
lasers, modern ways to meet the needs of Canada's geriatric population, or 
cost-saving systems which help meet rising budget restraints. Manitoba's 
apparel industry is expected to modernize operations to ensure its 
competitiveness as the FTA gradually lowers duty barriers. U.S. suppliers of 
a wide range of manufacturing equipment and software could find a niche in 
this compact market of one million people. The provincial government's plans 
to privatize the Potash Corporation of Saskatchewan may offer opportunities to 
U.S. investors; however, the province is planning to limit foreign investment 
to no more than 45 percent of the company's total shares. Saskatchewan's farm 
equipment industry, while contracting, remains sizeable. The continuing 
demand for equipment and products used in dry farming also creates a 
considerable market. The provincial capitol, Regina, is the site for the 
Prairies’ major farm implement exhibition, "The Farm Progress Show," June 
21-24, 1989. Several meat packing firms and uranium mines are planning or are 
considering expansion to take advantage of trade opportunities opened up by 
the FTA. 


Some of the best prospects for U.S. business in British Columbia are for 
suppliers of equipment to produce lumber, pulp and paper, and building 
products. Pollution control equipment is also in demand. The B.C. forest 
industry is diversifying to value-added wood products, increasing the number 
of remanufacturing plants in the province and creating opportunities for U.S. 
producers of trucking, conveying, and woodworking machinery. Mining is the 
province's second largest industry and employs 600,000 persons directly or 
indirectly. “Desktop prospecting" is now a reality and hi-tech 
mineral-finding equipment, sophisticated remote-sensors, and satellite 
technology to probe the earch for minerals are in demand. Subsea technology 
is a growing sector in British Columbia, offering a market for U.S. equipment 
to manufacture submarines, marine robots, and remote control underwater 
vehicles. 





Atlantic Provinces' Economic Outlook 


Nova Scotia's diverse economy is expected to perform well throughout 1989, 
with real output projected to grow about 3 percent, up from 2.2 percent in 
1988. The expected increase in economic activity will be based primarily on 
good performance in the province's natural resource industries. Forestry, 
which was very strong in 1988, should have another good year in 1989. 
International prices remain high. Capacity at the province's pulp and paper 
plants has not caught up with demand. Mining, Nova Scotia's star performer in 
1988, is expected to do well again in 1989, especially the mining of coal, 
tin, and gold. In industry, the C$500 million expansion of Michelin Tire's 
three tire factories in the province will create 750 new jobs. The C$200 
million Halifax-Dartmouth Development Agreement also will boost the economy. 
The agreement will fund the cleanup of Halifax Harbour, construction of a 
harness racing track, a new sports complex, and other smaller projects. Other 
planned developments include Louisiana Pacific's construction of a C$64.5 
million gypsum wallboard plant, and Pratt and Whitney Canada's plan to expand 
its engine parts factory near Halifax. That project will nearly double the 
plant's size and more than triple its work force. There is concern, however, 
for the important fishing industry. Reductions in allowable catches will 
reduce their landed value, while low prices, in part due to the stronger 
Canadian dollar, will further reduce total revenues. 


New Brunswick's economy, due in large part to weakened activity in the 
province's resource sectors, is forecast to grow by 2.4 percent in 1989, down 
from 3.2 percent in 1988. Total cash receipts from agriculture are expected 
to increase slightly in 1989, but higher operating expenses could decrease net 
farm income. Demand for the province's forest products, particularly pulp and 
coated paper, was strong in 1988 and is expected to continue in 1989, and 
plant expansions are under way to meet the demand. Start-up on Consolidated 
Bathurst's new corrugated paper plant began in late-1988. Irving Tissue is 
undertaking an expansion at its Saint John mill, and Repap Enterprises is 
building a second coated-paper machine at its Newcastle pulp and paper 
facility. New capacity is also being added to the wood products industry, 
with construction of a C$6.4 billion veneer and plywood plant planned in 
McAdam. The overall outlook for lumber-grade wood industries in 1989, 
however, is for slower growth as housing starts decline in the United States 
and Canada. Continued strong demand for fish and fish products is expected, 
but there continue to be problems in some areas of the shellfish industry. 

The Canadian Navy Frigate Program will again dominate the province's 
manufacturing sector. There are several ottier major projects on the horizon, 
including a C$450 million power plant at Belledune, proposed improvements to 
the province's segment of the TransCanada Highway, and downtown development 
projects worth several million dollars in the province's three urban centers. 
Positive developments in the food processing industry include the reopening of 
the tuna plant at Bayside and a C$14.1 million modernization project at the 
Lantic sugar refinery in Saint John. Strong prices on the world metal markets 
continue to promote diversification of New Brunswick's mining industry, and 
plans have been announced to open several new mines and redevelop others. 


Newfoundland's economy grew by 3.4 percent in 1988 due to healthy gains in 
mining, manufacturing, and fishing. Growth in the goods-producing industries, 
however, was less than 2 percent in 1988 due to a decline in construction as 
modernization programs at Newfoundland's three pulp and paper mills neared 
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completion. In 1989, the construction industry is expected to revive, as 
spending for roadbuilding increases due to the end of rail service in the 
province. Also, contracts are being negotiated to begin development of the 
giant offshore Hibernia oil project. There are dark clouds on the horizon, 
however, for Newfoundland's fishery. While Newfoundland signed some lucrative 
deals with Japan, securing a market there through 1989, prolonged strikes at 
two of the province's largest fishery plants exacerbate problems from a 
reduction in offshore fish quotas. Foreign trawlers are allegedly violating 
quotas set for them by the North Atlantic Fisheries Organization (NAFO), 
resulting in damage to Newfoundland's Grand Bank fish stocks, an essential 
part of Newfoundland's fishery. Since Canada adheres to NAFO quotas, and 
quota increases are unlikely given current overfishing, the situation does not 
bode well for the province. Growth of real GDP in 1989 is expected to be just 
under 3 percent; the unemployment rate is projected to drop to around 15 
percent from 16.9 percent in 1988; and inflation is forecast to increase to 
around 4.4 percent, up from 2.4 percent the previous year. 


Strong growth across Prince Edward Island's key sectors resulted in real 
economic growth of 5.2 percent in 1988. Recovery from a poor potato crop in 
1987 raised agricultural output by over 8 percent in 1988, and stimulus 
provided by large gains in fishing and construction helped boost overall goods 
production. Increased tourist activity coupled with income and employment 
gains resulted in widespread service-sector growth in 1988 that is expected to 
carry over into 1989. The fishery performed well in 1988 due to the shellfish 
sector (lobster, crab, and scallops). However, there was a drop in groundfish 
landings as well as in the herring catch. In 1989, further declines in 
groundfish and herring are expected to outweigh any increases in the shellfish 
sector, and little or no growth in the overall fishery is anticipated. Strong 
nonresidential investment should continue into 1989 and 1990 because of 
construction taking place at Canadian Forces Base Summerside, construction of 
two motels, and the building of a new school and community center. A one-year 
delay in building a fixed link to the mainland is, however, a disappointment 
to the construction industry. Tourism is expected to remain strong in 1989. 
Real GDP growth in 1989 is expected to be around 3.5 percent; the unemployment 
rate is expected to drop to around 12 percent from 13.1 percent in 1988; and 
inflation is forecast to increase to around 4.4 percent from 3.8 percent . 


Prospects for U.S. Business in Atlantic Canada 


The Atlantic region continues to attract attention from the international 
business community, due to the development of the Hibernia oil field, the 
construction of a fixed link between Prince Edward Island and the mainland 
(albeit postponed for one year), a proposal for subsea power transmission 
cables between Nova Scotia and Maine, and the frigate program in New 
Brunswick. Other areas of potential interest for U.S. businesses are marine 
technology, aquaculture, aerospace, mining exploration, and a multitude of new 
technology companies attracted to Atlantic Canada by the strong research base 
and regional incentive programs. Gold exploration and production continues to 
show promise for companies with expertise and specialized equipment. The 
Canadian Navy's frigate program in New Brunswick is using a large number of 
U.S.-made products. Finally, the FTA has renewed interest among well-placed 
Canadian agents and distributors in establishing new business relationships 
with U.S. suppliers. 








